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(3) Claim development trend

_§ Direct business |oss development trend

Accident Development year (NTS) Reserve
year 1 2 3 4 5 6 7 8 9 for claims
2008 | $2,170,100 | $2,736,556 | $2,776,542 | $2,781,989 | $2,786,399 | $2,792,187 | $2,798,032 | $2,798,807 | $2,799,546
2009 2,243,111 | 2,870,648 | 2,924,110| 2,934,461 | 2,936,046 2,939,451| 2,940,095| 2,940,209
2010 2,574,879 | 3,071,401| 3,132,443| 3,137,874| 3,143,299 3,143,963 | 3,144,299
2011 2,610,108 | 3,276,928 | 3,328,279| 3,342,075| 3,346,106 | 3,350,438
2012 2,345575| 2,953,776 | 3,029,335| 3,045,381| 3,048,828
2013 2,267,213 | 2,964,954 | 3,028,400| 3,040,442
2014 3,448,229 4,203,186 4,284,682
2015 3,518,471 4,403,823
2016 3,696,639 $853,864

Note: Thistable does not include long term life insurance Add: Longterminsurance clams 280,905

Claim reserve for discount on no claim 109,697
Reserve for claims balance $1,244,466
Kk Retained business | oss devel opment trend

Accident Development year (NT$) Reserve
year 1 2 3 4 5 6 7 8 9 for claims
2008 | $2,128,556 | $2,682,784 | $2,721,905 | $2,719,002 |$2,723,312 | $2,728,970 | $2,734,682 | $2,735,440 | $2,736,162
2009 2,204,858 2,820,114 ( 2,862,350 | 2,868,022 | 2,869,572 2,872,900| 2,873,529 2,873,640
2010 2,535,358 3,010,157 | 3,068,543 | 3,066,830| 3,072,133| 3,072,782 3,073,109
2011 2,561,841 3,214,455( 3,260,383 | 3,266,408 | 3,270,348 | 3,274,581
2012 2,304,504 2,897,464 | 2,967,538 | 2,976,431| 2,979,800
2013 2,227,515 2,908,429 | 2,966,622 | 2,971,604
2014 3,387,852 4,123,055( 4,197,276
2015 3,456,864 4,319,866
2016 3,631,913 $841,938

Note: Thistable does not include long term life insurance Add: Long terminsurance claims 269,925

Claim reserve on discount for no claim 109,696
Reserve for claims balance $1,221,559
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The Company recognizes claim reserve for reported claims (reported but not paid) and
unreported claims (incurred but not reported). Due to uncertainty, estimation, and
judgment involved in recognition, there is a high degree of complexity in claim reserves,
Any changes of the estimation or judgment are treated as the changes of the accounting
estimates and can be recognized as profit and loss in current year. The Company was not
notified of some clams in time. Also, the expected payment for unreported claims
involves major subjective judgment and estimation on the past experience. Thus, it is
uncertain that the estimated claim reserve on the balance sheet date will be equal to the
final settled amount of claim payments. The claim reserve recorded on the book is
estimated based on the current available information. However, the fina amount
probably will differ from the original estimates because of the follow-up development of
the claim events.

The charts above show the development trend of claim payments (not including cases
whose payment and time will be confirmed within a year). The accident year is the
actual year for the occurrence of the insurance claim events; the x-axis is the year of the
development for the settlement cases. Each slash represents the cumulative amount of
compensation for each accident event at the end of the year. The occurred claims
include decided and undecided claims which represent the accumulated estimated dollar
amounts need to be paid for each accident year as time passes. It is possible that the
circumstances and trends affecting dollar amount of recognition for claim reserve in the
current year will be different from those in the future. Thus, the expected future payment
amount for the settlement cases cannot be determined by the charts above.

(4) Credit risk:

For insurance contracts undertaken by the Company, the credit risk comes from
reinsurers who fail to fulfill their obligation of reinsurance contracts, causing the
Company to be exposed to the risk of financial loss. If the Company disputes with the
reinsurers, then it may lead to impairment of reinsurance assets. In addition, the account
receivables of insurance brokers and agents also have credit risk.

The Company’s highest risk exposure for the reinsurance contracts are the carrying
amount of reinsurance assets. In order to manage that risk and avoid credit losses, the
Company decides to deal with reinsurance companies that have good credits. The
Company sets related selection standard, makes regular assessment and monitors the
reinsurers’ financial business condition, credit status and rating. Also, it will adjust the
business scope and scale based on the circumstances to prevent from over concentration
of credit risk.
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(5) Liquidity risk:

As at 31 December 2016 and 2015, the maturity analysis of liquidity risk for insurance
contract liabilities are as follow:

31 December 2016 Within 1 year 1to 3 years 3to 5 years 5to15years  Over 15 years

Insurance liabilities of investment

contracts with discretionary

participation features $(6,923,232) $(2,998948) $67,779,329 $08694,020  $2959,398573
Reserve for insurance contracts with

feature of financial instruments

31 December 2015 Within 1 year 1to 3years 3to5years 5to15years  Over 15 years

Insurance liabilities of investment

contracts with discretionary

participation features $8,348546 $25,870,176 $48977,540 $399432352  $2,200,881,372
Reserve for insurance contracts with

feature of financial instruments

Note:

1. This table estimates net cash flow of all related insurance liabilities at it starting
point.

2. The actua maturity date will change according to the exercise of termination right by
the policyholders.

3. The table cannot match with the liabilities of balance sheet because the above
contracts use the undiscounted contractual cash flow analysis. In addition, it includes
the cash inflows of future renewal premiumes.

4. In addition to the analysis of the above table, the Company uses both the estimated of
the expected less and more than 12 months to analyze assets and liabilities. Please
refer to Note X.

(6) Market risk:

Pursuant to the “Regulations Governing the Setting Aside of Various Reserves by
Insurance Enterprises”, when the Company measures insurance liabilities, it sets aside
the reserve by using the discount rate required by the authorities. Since the discount rate
assumption does not move in the same direction with the interest rate, changes in market
risks have no significant influence on the Company’s profit or loss and equity for
insurance contracts. However, changes in market risks may have influence on liability
adequacy test evaluated based on available information. But, it has little influence on the
adequacy of current recognized insurance liabilities.
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VI1II. Financia instruments

1. Categories of financia instruments

Financial assets

2016.12.31 2015.12.31

Financia assets at fair value through profit or loss:

Held for trading $503,339 $22,615
Designated at fair value through profit or loss at initial
recognition 197,112 335,329
Subtotal 700,451 357,944
Available-for-sale financial assets 380,457,315 439,274,726
Held-to-maturity financial assets 125,363,713 42,124,302

Loans and receivables :
Cash and cash equivalents (Exclude cash on hand and

revolving funds) 34,313,305 52,420,379

Debt instrument investments for which no active market
exists 621,002,336 504,141,924
Receivables 12,886,631 11,220,392
Loans 30,776,732 30,933,445
Refundable deposits 5,509,356 5,347,920
Subtotal 704,488,360 604,064,060
Total $1,211,009,839 $1,085,821,032

Financid liabilities

2016.12.31 2015.12.31

Financial liabilities at fair value through profit or loss:

Held for trading $8,361,215  $3,984,347
Financia liabilities at amortized cost :

Payables 8,531,169 8,055,698

Guarantee deposits received 136,222 137,370

Subtotal 8,667,391 8,193,068

Total $17,028,606 $12,177,415
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2. Fair value of financial instruments

(1) Fair valueisthe pricethat would be received to sell an asset or paid to transfer aliability
in an orderly transaction between market participants at the measurement date. The
methods and assumptions used by the Company to measure and disclose fair value of
the financial assets and liabilities are as follows:

J Fair value of cash and cash equivalents, receivables, payables and other current
liabilities are approximately equal to the carrying amount due to their short maturity.

k For financial assets and liabilities traded in an active market with standard terms and
conditions, their fair value are determined based on market quotation price.
(including listed stocks and beneficiary certificates, etc.)

1 Fair vaue of financia instruments with no active market is estimated based on the
valuation methods. The estimates and assumptions used are consistent with those
made by market participants during the pricing of financial instruments.

m The assessment bases for forward exchange are exchange rates on the Reuters, the
NT as the closing price, and the purchase price of the other currency. Fair value of
each forward exchange contract is calculated based on the exchange rate on each
maturity date. Fair value of interest rate swap is the quoted price provided by traded
parties.

N Fair value of other financial assets and liabilities are determined based on discounted
cash flow analysis. The interest rates and discount rates assumptions mainly refer to
related information of similar instruments and yield curve for the duration, etc.

O The adjustments of credit risk valuation for the derivative instrument contracts traded
over-the-counter are classified as Credit value adjustments (CVA) and Debit value
adjustments (DVA), to reflect the probability of default of the counterparty (CVA)
and the Company (DVA).

Under the assumption that the Company will not default, the Company determines its
credit value adjustment (CVA) by multiplying three factors, probability of default
(PD), loss given default (LGD), and exposure at default (EAD) of the counterparty.
On the other hand, under the assumption that the counterparty will not default, the
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Company calculates its debit value adjustment by multiplying three factors,
probability of default, loss given default, and exposure at default of the Company.
The Company estimates probability of default through internal rating, estimates loss
given default at 60% by considering suggestions by scholars and foreign financia
institutions, and estimates exposure at default through market approach for derivative
instruments, to reflect credit risk of the counterparty and the credit quality of the
Company.

(2) Fair value of financial instruments measured at amortized cost
Other than cash and cash equivalents, accounts receivable, accounts payable and other
current liabilities whose carrying amount approximates their fair value, the fair value of

financial assets and financial liabilities measured at amortized cost is as follows:

Carrying amount
2016.12.31 2015.12.31

Financial assets:
Held-to-maturity financial assets $125,363,713  $42,124,302
Debt instrument investments for which no active

market exists 621,002,336 504,141,924
Refundable deposits - Bonds 3,948,947 3,754,886

Fair value
2016.12.31 2015.12.31

Financial assets:
Held-to-maturity financial assets $122,755,906  $41,331,369
Debt instrument investments for which no active

market exists 622,698,966 502,622,477
Refundable deposits - Bonds 4,172,847 4,039,495

3. Fair value measurement hierarchy

(1) Fair value measurement hierarchy

All assets and liabilities for which fair value is measured or disclosed in the financial
statements are categorized within the fair value hierarchy, based on the lowest level
input that is significant to the fair value measurement asawhole. Level 1, 2 and 3 inputs
are described as follows:
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Level 1 - Quoted (unadjusted) market prices in active markets for identical assets or

liabilities that the entity can access at the measurement date.

Level 2 — Inputs other than quoted prices included within Level 1 that are observable for
assets or liabilities, either directly or indirectly.

Level 3— Unobservable inputs for assets or liabilities.
For assets and liabilities that are recognized in the financial statements on a recurring
basis, the Company determines whether transfers have occurred between levels in the
hierarchy by re-assessing categorization at the end of each reporting period.

(2) Fair value measurement hierarchy of the Company’s assets and liabilities
The Company does not have assets that are measured at fair value on a non-recurring

basis. Fair value hierarchy of the Company’s assets and liabilities measured on a
recurring basisis as follows:

2016.12.31
Total Level 1 Level 2 Level 3

Financial assets:
Financial assets at fair value

through profit or loss

Bonds $197,112 $ $ $197,112

Swaps and forward foreign

exchange contracts 503,339 - 503,339 -

Available-for-sdefinancid assts

Stocks 109,367,941 86,250,370 10,500 23,107,071

Bonds 261,047,873 51,825,544 209,222,329 -

Others 10,041,501 9,000,432 - 1,041,069
Investment property 20,828,245 - - 20,828,245

Financid liabilities:
Financial liabilities at fair
value through profit or loss
Swaps and forward foreign
exchange contracts (8,361,215) - (8,361,215) -
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2015.12.31
Total Level 1 Level 2 Level 3
Financial assets:
Financial assets at fair value
through profit or loss
Bonds $335,329 $ $ $335,329
Swaps and forward foreign
exchange contracts 22,615 - 22,615 -
Available-for-sdefinancid assts
Stocks 119,425,829 97,093,371 - 22,332,458
Bonds 309,826,505 38,053,691 271,772,814 -
Others 10,022,392 9,469,076 - 553,316
Investment property 21,633,633 - - 21,633,633
Financid liabilities:
Financial liabilities at fair
value through profit or loss
Swaps and forward foreign
exchange contracts (3,984,347) - (3,984,347) -

A. Transfers between Level 1 and Level 2 during the period

During the year ended 31 December 2016 and 2015, the Company’s bonds of
available-for-salefinancial assetsmeasured on a recurring basis, amounted to
$7,942,705 thousand and 3,651,481 thousand, transferred from Level 1 to Level 2
because the Company can not assess quoted market prices. During the year ended 31
December 2016 and 2015, the Company’s bonds of available-for-sale financial assets
measured on a recurring basis, amounted to $1,616,965 thousand and 4,349,755
thousand, transferred from Level 2 to Level 1 because the Company can assess
quoted market prices.

B. Reconciliation for Level 3 of the fair value hierarchy

Reconciliation for recurring fair value measurements categorized within Level 3 of
the fair value hierarchy for movements during the period is as follows:
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For the year ended 31 December 2016:

Total gains and losses

recognized
Transfer in
Recognized Recognized (out) of
Beginning  in profit or inOCl  Acquisition Disposal or  Level 3 Ending
balance loss(Notel) (Note?2) or issue settlement  (Note 3) balance
Assets
Financia assets at fair value through
profit or loss

Convertible bonds $335329  $(138,217) $ $ $ $  $197112
Available-for-salefinancial assets

Stock 22,332,458 (73827) 856,861 - (8,421) - 23,107,071

Others 553,316 - 72,460 415,293 - - 1,041,069
Investment property 21633633  (184,853) 9,999 - (18910)  (611,624) 20,828,245

For the year ended 31 December 2015:

Total gains and losses

recognized
Transfer in
Recognized Recognized (out) of
Beginning  in profit or in OCl Acquisition Disposal or  Level 3 Ending
balance loss(Notel) (Note?2) or issue settlement  (Note 3) balance
Assets
Financia assets at fair value through
profit or loss
Convertible bonds $612,231  $(276,902) $ $ $ $  $335329
Available-for-salefinancial assets
Stock 20,551,354 (15813) 1,305,091 539,665 (6,724) (41,115) 22,332,458
Others - - (35,223) 588,539 - - 553,316
Investment property 20,802,675 56,684 142,089 458,606 (91,717) 265296 21,633,633

Notel: presented in “Financial assets and liabilities at fair value through profit or loss / Realized gains (losses)
from available-for-sale financial assets / Gains (losses) on investment property” in the comprehensive
income statement.

Note2: presented in “Unrealized gains (losses) from available-for-sale financial assets / Gains (losses) on
revaluation” in the comprehensive income statement.

Note3: The amount of investment property is related to transfer between property and equipment, no transfer in

(out) for fair value level.
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Total gains (losses) recognized in profit or loss above contains gains (losses) related
to assets on hand as of 31 December 2016 and 2015 is as follows:

For the years ended 31
December
2016 2015
Total gains and losses
Recognize in profit or loss $(324,546) $(231,185)
Recognized in other comprehensive income 939,320 1,411,957

C. Information on significant unobservable inputs to valuation

Description of significant unobservable inputs to valuation of recurring fair value
measurements categorized within Level 3 of the fair value hierarchy is asfollows:

2016.12.31
Valuation Significant Quantification
techniques unobservable inputs Information Relationship between inputs and fair value
Financial assets
Financial assets at fair value
through profit or loss
Private Convertible bonds Option Volatility in stock price 45.36% The higher the volatility in stock price for the
for the three-month three-month period, the higher the fair value of
period convertible bonds
Available-for-sale
Stock Market Discount for lack of 10%-30%  The higher the discount for lack of liquidity, the lower
approach liquidity the estimated fair value
Stock Discounted cash  Long-term operating 6% The higher the long-term average cost of capital, the
flow approach profit, long-term lower the estimated fair value
average cost of capital
Stock Net asset value N/A N/A N/A
approach
Private Equity Fund Net asset value N/A N/A N/A
approach
Investment property Please refer to Note V1.8
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2015.12.31
Valuation Significant Quantification
techniques unobservable inputs Information Relationship between inputs and fair value

Option Volatility in stock price

34.61% The higher the volatility in stock price for the

Available-for-sale

for the three-month three-month period, the higher the fair value of
period convertible bonds
Market Discount for lack of 10%~30%  The higher the discount for lack of liquidity, the lower
approach liquidity the estimated fair value
Discounted cash ~ Long-term operating 6.00% The higher the long-term average cost of capital, the
flow approach profit, long-term lower the estimated fair value

average cost of capital

Net asset value N/A N/A N/A
approach
Private Equity Fund Net asset value N/A N/A N/A
approach
Investment property Please refer to Note V1.8

D. Vauation process used for fair value measurements categorized within Level 3 of the

fair value hierarchy

The Company is responsible for validating the fair value measurements and ensuring
that the results of the valuation are in line with market conditions and the sources are
independent, reliable, based on independent and reliable inputs which are consistent
with other information, and represent exercisable prices. The Company analyses the
movements in the values of assets and liabilities which are required to be
re-measured or re-assessed according to the Company’s accounting policies at each
reporting date. Also, assessment of fair value for investment property are outsourced
to appraisers from professional agencies every half year and they evauates the
effectiveness of fair value on the balance sheet date quarterly and decides whether to
re-issue reports or issue review report. The Company’s real estate department will
review the legality, the rationality and correctness of valuation parameters important
to results from external reports case-by-case.
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(3) Fair value hierarchy of assets and liabilities not measured at fair value but for which the

fair valueis disclosed

Financial assets not measured at fair value
but for which the fair value is disclosed:
Held-to-maturity financial assets
Bonds
Debt instrument investments for which no
active market exists
Bonds
Refundable deposits
Bonds

Financial assets not measured at fair value
but for which the fair value is disclosed:
Held-to-maturity financial assets
Bonds
Debt instrument investments for which no
active market exists
Bonds
Refundable deposits
Bonds

2016.12.31
Level 1 Level 2 Level 3 Total
$56,063,578  $66,692,328 $ $122,755,906
65,025,057 557,673,909 622,698,966
- 4,172,847 - 4,172,847
2015.12.31
Level 1 Level 2 Level 3 Total
$25,218,957 $16,112,412 $41,331,369
105,272,419 397,350,058 502,622,477
- 4,039,495 4,039,495

4. Offsetting financial assets and financial liabilities

The Company holds financial instruments in accordance with paragraph 42 of 1AS 32
recognized by the FSC and the related assets and liabilities are offset on the balance sheet.

The Company may perform transactions not meeting the requirements of offsetting, but has
enforceable master netting arrangement or other similar agreements with the counterparties.
When both parties agree to settle in net amount, financial assets and financial liabilities
could be offset and settled in net amount, and if not, in total amount. However, if any party
in the transaction defaults, the other party can choose net settlement.
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Related information about above offsetting financial assets and financia liabilities are as

follows:
2016.12.31
Financial assets ruled by offsetting, enforceable master netting arrangement or similar agreement
Grossamount of  Net financial Relevant amount that has not
Grossamount  offset financial assets been offset on balance sheet
of recognized liabilities recognized on (d)
financia recognized on balance sheet Financia Cash collateral  Net amount
assets (a) balance sheet (b) (0)= (a)- (b) instruments received (&)= (c)- (d)
Derivative financia instrument $503,339 $ $503,339  $(393,512) $ $109,827
2016.12.31
Financial liabilities ruled by offsetting, enforceable master netting arrangement or similar agreement
Grossamount of ~ Net financial ~ Relevant amount that has not
Grossamount  offset financial liabilities been offset on balance sheet
of recognized assetsrecognized  recognized on (d)
financia on balancesheet  balance sheet Financial Cash collateral  Net amount
liabilities (a) (b) (©)=(a)- (b) instruments pledged (&)= (c)- (d)
Derivative financia instrument  $8,361,215 $ $8,361,215  $(393,512) $  $7,967,703
2015.12.31
Financial assets ruled by offsetting, enforceable master netting arrangement or similar agreement
Grossamount of  Net financial Relevant amount that has not
Grossamount  offset financial assets been offset on balance sheet
of recognized liabilities recognized on (d)
financia recognized on balance sheet Financia Cash collateral  Net amount
assets (a) bal ance sheet (b) (0)=(a)- (b) instruments received (&)= (c)- (d)
Derivative financia instrument $22,615 $ $22,615 $12,661 $ $9,954
2015.12.31
Financial liabilities ruled by offsetting, enforceable master netting arrangement or similar agreement
Grossamount of ~ Net financial ~ Relevant amount that has not
Grossamount  offset financial liabilities been offset on balance sheet
of recognized assetsrecognized  recognized on (d)
financia on balancesheet  balance sheet Financial Cash collateral  Net amount
liabilities (a) (b) (©)=(a)- (b) instruments pledged (&)= (c)- (d)
Derivative financial instrument $3,984,347 $- $3,984,347 $12,661 $ $3,971,686
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IX. Financia risk management

The Company's financial risk management objectives are primarily managing risks arising from
holding financial assets. According to the Company's risk management policies, the main
financial risks is market risk, credit risk and liquidity risk. The Company has established
guidelines related to the management of the financial risk. The following is the definition,
source, management procedures of the risk and methods used to measure the risk:

1. Credit risk anaysis

(1) Credit risk refers to the result of the issuer, the contract transaction counterpart and the
debtor fail to fulfill responsibilities (obligations), or because of changesin credit quality,
resulting in financial assets held by the Company's contractual default or the risk of loss
of vaue. Credit risks from financia instruments transactions include issuer credit risk
and counterparty risk.

Issuer credit risk represents that bond issuer, debtor and the guarantor does not pay its
debts or declares bankruptcy, commit a crime or changes of tax law and accounting
standards that lead to make credit deterioration hence unable to fulfill obligations of the
repayment or comply with the terms of the issue of default risk of loss.

Counterparty credit risk refers to the risk of the counterparty, custodian banks, brokers,
reinsurers and other participants in the transaction, for the present or the future cash
flows, are unable or fail to fulfill the contract delivery responsibilities (obligations).

The Company prepares reports periodically to determine the credit conditions of
counterparty and issuer. The Company also identifies interna rating indicators to
comprehensively assess the credit risk of existing bond positions. The indicators are
based on financial position and operational management performance. The company
manages the usage of different level of credit limit by internal rating.

The Company's credit risk limit includes counterparty credit risk limit and issuer credit
risk limit. Counterparty credit risk limit can be divided into pre-settlement risk limit and
settlement risk limit. Issuer credit risk limit can be determined according to long or short
transaction terms.

With respect to credit risk assessment, the Company has established credit VaR model.

The model is to caculate credit VaR, which includes estimated expected and
unexpected credit loss, in order to assess the maximum loss of the credit positions due
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to changes of credit rating or default. Besides, the Company also evaluates credit risk
and concentration risk based on issuer's region, industry and credit rating within

portfolios.

(2) Financial assets credit risk concentration analysis

A.The largest credit risk exposure of the financial debt instrument investments held by
the Company or deposit in the bank is listed in accordance with the regional
distribution as follows:

Date: 31 December 2016

Financial assets Talwan Asia Europe America Global Total

Cash and cash equivalents $29,924,302 $3,029,968 $1,359,035 $ $ $34,313,305
Financial assets at fair value

through profit or loss 197,112 - - - - 197,112
Avallable-for-sale financial assets 130,790,263 54,534,989 28,671,865 45,290,784 1,759,972 261,047,873
Debt instrument investments for

which no active market exists 91,209,234 125,566,375 149,141,304 238,883,316 16,202,107 621,002,336
Held-to-maturity financial assets 6,135,128 23,311,796 25)571,536 70,345,253 - 125,363,713
Refundable deposits - Bonds 5,490,085 - - - - 5,490,085
Total $263,746124  $206443128  $204,743740  $354,519,353 $17,962,079 $1,047,414,424
Proportion 25.18% 19.71% 19.55% 33.85% 171% 100%
Date: 31 December 2015

Financial assets Taiwan Asia Europe America Global Total

Cash and cash equivalents $45,858,938 $5,836,036 $725,405 $ $ $52,420,379
Financial assets at fair value

through profit or loss 335,329 - - - - 335,329
Available-for-sale financial assets 193,707,005 45,637,178 22,013,112 45,413,529 3,055,681 309,826,505
Debt instrument investments for

which no active market exists 107,501,183 109,821,244 119,153,541 167,562,780 103,176 504,141,924
Held-to-maturity financial assets 2,472,447 8,124,035 9,303,692 22,224,128 - 42,124,302
Refundable deposits - Bonds 5,328,622 - - - - 5,328,622
Totd $355,203524  $169,418493  $151,195,750  $235,200,437 $3,158,857  $914,177,061
Proportion 38.85% 18.53% 16.54% 25.73% 0.35% 100.00%
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B. Regional distribution of credit risk exposure for secured loans and overdue
recelvablesis asfollows:

Date: 31 December 2016

Central area:
Northern areas: Taichung to Southern area:
Taipel and eastern Changhua and Counties below
Location counties Nantou Tainan Total
Secured loans $571,339 $1,121,987 $524,505 $2,217,831
Overdue receivables
Total $571,339 $1,121,987 $524,505 $2,217,831
Proportion 25.76% 50.59% 23.65% 100.00%
Date: 31 December 2015
Central area
Northern areas: Taichung to Southern area:
Taipel and eastern Changhua and Counties below
Location counties Nantou Tainan Total
Secured loans $1,469,801 $741,349 $674,293 $2,885,443
Overdue receivables
Total $1,469,801 $741,349 $674,293 $2,885,443
Proportion 50.94% 25.69% 23.37% 100.00%

(3) Financial asset credit quality and overdue impairment analysis
A.Grading of financia instrument credit risk quality

The Company's internal credit risk is classified into investment grade and
non-investment grade mainly based on rating of the credit rating agencies:

a. Investment grade means credit rating reaches at least BBB- granted by a credit
rating agency.

b. Non-investment grade means no credit rating or credit rating lower than BBB-
granted by a credit rating agency.

c. Impaired means the company or the object fails to perform its obligations. The
Company estimates the impairment criteriain accordance with potential |osses.
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The Company’s financial instruments are classified into normal assets, past due but
not impaired, impaired according to credit quality, listed as follows:

Date: 31 December 2016

Normal assets Past due

Investment  Non-investment  but not

Financial assets grade grade impaired Impaired Totad

Cash and cash equivalents $34,313,305 $ $ $ $34,313,305
Financial assets at fair value through

profit or loss 197,112 - - - 197,112
Available-for-sale financial assets 261,047,873 - - - 261,047,873

Debt instrument investments for

which no active market exists 621,002,336 - - - 621,002,336
Held-to-maturity financial assets 125,363,713 - - - 125,363,713
Refundabl e deposits 5,490,085 - - - 5,490,085
Total $1,047,414,424 $ $ $  $1,047,414,424
Proportion 100.00% - - - 100.00%

Date: 31 December 2015

Normal assets Past due

Investment  Non-investment  but not

Financial assets grade grade impaired Impaired Tota

Cash and cash equivalents $52,420,379 $ $ $

$52,420,379

Financial assets at fair value through

profit or loss 335,329 - - - 335,329
Available-for-sale financial assets 309,826,505 - - - 309,826,505
Debt instrument investments for

which no active market exists 504,141,924 - - - 504,141,924
Held-to-maturity financial assets 42,124,302 - - - 42,124,302
Refundable deposits 5,328,622 - - - 5,328,622
Total $914,177,061 $ $ $  $914,177,061
Proportion 100.00% - - - 100.00%
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B. The Company classifies the risk of secured loans to evaluate whether there is
objective evidence indicating impairment and whether there is observable
information indicating credit deterioration of the borrower. The credit classification is
defined as follows:

a. Normal users. the borrower makes monthly payment within 30 days after the due
date. Thereis no sign of credit deterioration, so the borrower can make payments
continuously.

b. Worsening solvency: there is no objective evidence indicating impairment.
However, the borrower has financia difficulty and credit deterioration. The
borrower enters in financia reorganization such as conducting a repayment
agreement, preceding compromise, liquidation or debt settlement proceedings,
indicating the borrower’s capacity to make payment worsens.

c. Delayed users: the borrower makes monthly payment in 31 to 90 days after the
due date. The borrower is lack of contractual capacity since the borrower fails to
make payment on time under the terms of the loan contract.

d. Past due but not impaired: the borrower makes monthly payment over 91 days
after the due date. There is objective evidence indicating impairment and the
Company should evaluate the asset for impairment. The present value of estimated
future cash flows (including disposal of collateral) is higher than the book value of
the loan, indicating the asset is not impaired.

e. Past due and impaired: the overdue day meets the standard of overdue loans.
There is objective evidence indicating impairment and the Company should
evaluate the asset for impairment. The present value of estimated future cash
flows (including disposal of collateral) is lower than the book value of the loan,
indicating the asset isimpaired.

Secured |oans listed according to the above levels are as follows:

Date: 31 December 2016

Low risk Potential risk
Secured loans and Worsening Delayed Pastduebut Pastdue Provision for
Overdue receivables Normal users  solvency users not impaired and impaired impairment Totd
Consumer finance $2,217,915 $26,439 $7,323 $ $ $33,846  $2,217,831

Corporate finance
Tota $2,217,915 $26,439 $7,323 $ $ $33,846  $2,217,831
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Date: 31 December 2015

Low risk Potential risk
Secured loans and Worsening Delayed Pastduebut Pastdue Provision for
Overdue receivables Normal users  solvency users not impaired and impaired impairment Totd
Consumer finance $2,886,347 $33,661 $9,370 $ $ $43935 $2,885,443
Corporate finance
Total $2,886,347 $33,661 $9,370 $ $ $43,935  $2,885,443

Aging analysis for net amount of secured loansis as follows:

Neither Delayed
delayed nor but not
impaired impaired Past due or impaired
Within 30 days 31-90days  91-180days Over 181 days Tota
2016.12.31  $2,210,654 $7,177 $ $ $2,217,831
2015.12.31 2,876,260 9,183 - - 2,885,443

2. Liquidity risk analysis

(1) Liquidity risks are classified to “funding liquidity risk” and “market liquidity risk.”
“Funding liquidity risk” represents that the Company is not able to obtain sufficient
funds at a reasonable funding cost to meet the demands within reasonable time. “Market
liquidity risk” represents the risk that the Company sells at loss to meet the demand for
cash.

The Company assesses the characteristics of business, monitors short-term cash flows,
and constructs the completed mechanism of liquidity risk management. Furthermore, the
Company manages market liquidity risk cautiously by considering market trading
volumes and adequacy of holding positions with symmetric. To decentralize market risk
when investment and to maintain investment each aspect (such as asset category,
maturity, region, currency and tools) diversification. Planning emergency financing plan
in order to assess how the Company in the long term illiquid environment still regularly
operate to pay emergency and major funding requirements.

The Company regularly monitors market liquidity and formulates plans to use the funds
depending on market conditions and funding demand arrangements for liquidity assets
portfolio. To quarterly prepare duration reports of assets and liabilities, the quarterly end
of effective contracts estimate future liabilities side of cash expenditures time and the
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size of the amount. The Company early response to possible liquidity risk in order to
assort full term insurance money management of again sales or assets combination
adjustment measures, etc. Also, for abnormal and urgent financing needs, the Company
makes an emergency management operating procedure to deal with significant liquidity
risks.

(2) Financia assets held for managing liquidity risk and maturity analysis of non-derivative
financial liabilities

A. Financial assets held for managing liquidity risk

The Company holds cash, highly liquid and superior assets to dea with payment
obligation and the potential urgent funds needs to dispaich in the market
environment. Financial assets for managing liquidity risk are cash and cash
equivaents, financial assets at fair value through profit or loss, loans and receivables,
avallable-for-sale financia assets, held-to-maturity financial assets and debt
instrument investments for which no active market exists, etc.

B. Maturity analysis of non-derivative financia liabilities
The analysis of cash outflows to the Company is listed below and based on the
residual term from the date of balance sheet to the maturity. The disclosed amount is
in accordance with cash flows on contracts, so the partial disclosed items are not the

same as related items in the balance sheset.

Non-derivative financia instruments

In1year Over 1 year Total
2016.12.31
Payables $8,531,169 $ $8,531,169
2015.12.31
Payables $8,055,698 $ $8,055,698

C. Maturity analysis of derivative financial liabilities
The Company operates derivatives including foreign exchange derivative instruments

(such as currency forward contracts, foreign exchange forward) and interest rate
derivative instruments (such as cross currency swaps, interest rate swaps).
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The Company has enough operating capital, including cash and cash equivalents, and
highly liquid securities, such as government bonds to pay the investment and
liabilities at maturity. Therefore, the risk of liquidity is extremely low. The Company
enters into forward contracts, cross currency swaps and interest rate swaps derivative
financia instruments, whose currencies are highly liquid, so the possibility of selling
out and the risk of market liquidity are low. The forward contracts and cross currency
swaps will be operated continually and the capital is enough to pay for settlement, so
therisk of capital liquidity islow.

Maturity structure of derivative financial liabilitiesis asfollows:

2016.12.31

181 days
In90 days 91-180days  -lyear Over 1 year Total

Financial liabilities at fair
value through profit or loss ~ $8,349,720 $11,495 $ $  $8,361,215

2015.12.31

181 days
In90days 91-180days  -1year Over 1 year Tota

Financial liabilities at fair
valuethrough profitorloss ~ $3,547,249  $342,014 $95,084 $  $3,984,347

3. Market risk analysis

(1) Market risk refers to financial assets and liabilities due to market risk factors volatility,
making the change of the value to cause the risk of loss.

The Company has built value at risk (VaR) model. All financial assets involve market
risks regularly monitor by risk management system and calculate the VaR. Risk control
indices are notional amount and VaR. It will issue risk management reports and execute
routine control and process when over limit. We also report VaR, the use of risk limits
and the results of backtesting regularly to the board of directors or risk management
committee.
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(2) Exchangeraterisk

The Company continues to exercise swaps and forward exchange derivative transactions
to hedge the value change risk of holding foreign currencies because of changes in
exchange rates in accordance with relevant laws and internal control reguirements to use
the correlation model and control mechanism to effectively control thisrisk.

The Company’s exchange rate risk is primarily related to operating activities (the
currencies the income or expense used are not the same as the functional currency of the
Company).

Some of the Company’s accounts receivable and accounts payable are denoted in the
same foreign currency. Under such circumstances, the similar positions will naturally
generate the hedging effect. Some foreign currency positions use forward exchange
contracts to manage foreign exchange risk. As the foregoing natural hedge and foreign
exchange forward do not meet the requirements of hedge accounting in terms of
managing exchange rate risk, hedge accounting is not adopted.

(3) Interest rate risk

Interest rate risk refers to the risk resulting from changes in market interest rates which
causes fluctuations in the fair value of financia instruments. The Company manages
interest rate risk by combinations of fixed and floating interest rate products. Because
they do not meet the requirements for hedge accounting, hedge accounting is not
adopted.

(4) Equity pricerisk

The Company holds equity securities of listed and unlisted companies, and OTC-traded
and non-OTC traded companies. The price of such equity securities will be affected by
uncertainties about the future value of the underlying investment. The equity securities
of listed and OTC-traded companies held by the Company fall into held-for-trading and
available-for-sale categories, respectively. Equity securities of non-listed and non-OTC
traded companies fall into available-for-sale category. The Company diversified its
investment and set investment limits for a single equity security to manage price risk of
equity securities. Portfolio information of equity securities is required to be regularly
reported to senior executives of the Company. The Board of Directors should authorize
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the senior executives to review and approve the equity securities of al investment
decisions.

(5) Vaueat Risk

Vaue-at-Risk is the maximum loss on the portfolio with a given probability defined as
the confidence level, over a given period of time. The Company uses 99% VaR to
measure the market risk over the next ten days.

VaR model must be able to reasonably and appropriately measure the maximum
potential risk of financia instruments and investment portfolio. VaR model used to
manage risk must perform model validation and backtesting to show that the model can
reasonably and effectively measure the maximum potential risks of the financial
instruments or investment portfolio.

(6) Stresstesting
The Company measures and evaluates potential risks of the occurrence of extreme and
abnormal events regularly in addition to Value at Risk models. Stress testing measures

the potential impact on the value of the investment portfolio when extreme fluctuations
of financial variables occur.

The Company performs stress testing regularly by using “Simple Sensitivity” and
“Scenario Analysis” methods. The test is capable of representing the position loss
resulted from the movement of a specific risk factor under different kinds of historical
scenarios:

A.Simple Sensitivity

Simple Sensitivity measures the dollar amount change for the portfolio value from
the movement of specific risk factors.

B. Scenario Analysis
Scenario Analysis measures the dollar amount changes for the total value of

investment positionsif stress scenarios occur. The types of scenario include:
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a. Historical scenario:

Adding fluctuating risk factors to a specific historica event, the Company
simulates what the dollar amount of losses for the current investment portfolio
would be in the same period of time.

b. Hypothetical scenario:

The Company makes hypothesis with rational expectations from the extreme
market movements to assess the dollar amount of losses for the investment
position by taking into consideration the movement of relevant risk factors.

Risk management department performs the stress testing with historical and
hypothetical scenarios regularly. The Company’s risk analysis, early warning, and
business management are in accordance with the stress testing report.

Summarization of Simple Sensitivity
For the year ended 31 December 2016

Risk Factors Changes (+/-) Changes in income | Changes in equity
Equity risk (Stock index) +1% - 748,281
Interest rate risk (Yield curve) +1BP (46) (347,853)
Exchange risk +1%( USD for each
(Foreign exchange rate) currency appreciates 1%) 1,046,320 73,536

For the year ended 31 December 2015

Risk Factors Changes (+/-) Changes in income | Changes in equity
Equity risk (Stock index) +1% - 879,335
Interest rate risk (Yield curve) +1BP (108) (367,189)
Exchange risk +1%( USD for each
934,426 79,437
(Foreign exchange rate) currency appreciates 1%)
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X. Assets and liabilities are classified based on expected recovery or settlement within 12
months after the reporting date and more than 12 months after the reporting date:

2016.12.31

Recovery or Recovery or

settlement within  settlement more
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Item 12 months than 12 months Total
Assets

Cash and cash equivalents $34,318,710 $ $34,318,710
Receivables 12,886,631 - 12,886,631
Current tax assets 1,235,430 - 1,235,430
Financial assets at fair value through profit or loss 503,339 197,112 700,451
Available-for-sale financial assets 94,662,818 285,794,497 380,457,315
Debt instrument investments for which no active

market exists 4,456,166 616,546,170 621,002,336
Held-to-maturity financial assets 18,370 125,345,343 125,363,713
Investment property - 23,350,354 23,350,354
Loans 18,545 30,758,187 30,776,732
Reinsurance assets 285,097 - 285,097
Property and equipment - 8,088,226 8,088,226
Intangible assets - 158,582 158,582
Deferred tax assets 1,455,392 - 1,455,392
Other assets 289,422 18,902,870 19,192,292
Separate account product assets 64,440,197

Total assets $150,129,920  $1,109,141,431  $1,323,711,458

Liabilities

Payables $8,531,169 $ $8,531,169
Current tax liabilities 496,255 - 496,255
Financial liabilities at fair value through profit or loss 8,361,215 - 8,361,215
Insurance liahilities 17,336,579 1,126,986,053 1,144,322 632
Foreign exchange valuation reserve - 6,382,932 6,382,932
Provision - 97,753 97,753
Deferred tax liabilities - 4,619,185 4,619,185
Other liabilities 2,171,677 3,216,346 5,388,023
Separate account product liabilities 64,440,197

Total liabilities $36,896,895  $1,141,302,269  $1,242,639,361
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Recovery or

settlement within

Recovery or

settlement more
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Item 12 months than 12 months Total
Assets

Cash and cash equivalents $52,426,711 $ $52,426,711
Receivables 11,220,392 - 11,220,392
Current tax assets 1,975,975 - 1,975,975
Financial assets at fair value through profit or loss 22,615 335,329 357,944
Available-for-sale financial assets 103,215,426 336,059,300 439,274,726
Debt instrument investments for which no active

market exists 4,708,323 499,433,601 504,141,924
Held-to-maturity financial assets - 42,124,302 42,124,302
Investment property - 24,273,542 24,273,542
Loans 14,094 30,919,351 30,933,445
Reinsurance assets 340,209 - 340,209
Property and equipment - 6,988,198 6,988,198
Intangible assets - 98,836 98,836
Deferred tax assets 4,251,116 - 4,251,116
Other assets 306,690 18,945,365 19,252,055
Separate account product assets 64,962,278

Total assets $178,481,551 $959,177,824  $1,202,621,653

Liabilities

Payables $8,055,698 $ $8,055,698
Financial liabilities at fair value through profit or loss 3,984,347 - 3,984,347
Insurance liabilities 27,451,875 998,261,077 1,025,712,952
Foreign exchange valuation reserve - 7,695,824 7,695,824
Provision - 277,491 277,491
Deferred tax liabilities - 8,082,606 8,082,606
Other liabilities 496,511 770,078 1,266,589
Separate account product liabilities 64,962,278

Total liabilities $39,983431  $1,015,087,076  $1,120,037,785
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XI. Capital management

The Company’s main objective of capital management is to make sure the risk-based capital
(RBC) ratio calculated in accordance with “Regulations Governing Capita Adequacy of
Insurance Companies” meets the ratio provided by the Insurance Act, to maintain a sound
capital structure to protect rights and interests of customers and sharehol ders.

The Company implements capital management mainly by monitoring the results of RBC report
to ensure its solvency.

XIl. Related party transaction

Significant transactions with related party are as follows:

1. Key management personnel remuneration

For the years ended 31
December
2016 2015
Short-term employee benefits $331,247 $299,683
Post-employment benefits 1,960 1,940
Tota $333,207 $301,623

For more information about the key management personnel remuneration, please refer to the
shareholders' meeting annual report.

XIIl. Pledged assets

1. Asof 31 December 2016 and 2015, details of pledged and guaranteed assets are as follows:

ltem 2016.12.31 2015.12.31
Available-for-sale financial assets $1,541,138 $1,573,736
Debt instrument investments for which no active
market exists 3,948,947 3,754,886
Total $5,490,085 $5,328,622
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2. Refundable deposits from above government bonds are as follows:

Item 2016.12.31 2015.12.31
Insurance deposits $5,470,290 $5,309,535
Litigation deposits 19,795 19,087
Total $5,490,085 $5,328,622

X1V. Commitment and Contingencies

1. Operating lease commitment —the Company as the lessee

The commercial lease contracts for offices, vehicles and equipment signed by the Company
are within one to three years on average without renewal option. There is no restriction on
the Company in these contracts. Furthermore, the Company leases the land for 70 years by
creating surface right and the agreement is a non-cancell able operating lease.

In accordance with the non-cancellable operating lease, the total amount of the minimum
lease payment as at 31 December 2016 and 2015 are as follows:

2016.12.31 2015.12.31

L ess than one year $130,084 $116,357
More than one year but less than five years 489,457 463,858
More than five years 7,726,118 7,045,202
Total $8,345,659 $7,625,417

The minimum lease payments of operating lease for the years ended 31 December 2016
and 2015 amounted to NT$68,241 thousand and NT$60,531 thousand, respectively.

2. Operating lease commitment —the Company as the lessor
The remaining period of commercia property lease contracts the Company signed are
within one year to ten years, and most of these lease contracts contain terms about

adjusting rents according to market environment annually.

In accordance with the non-cancellable operating lease, the total amount of the minimum
lease payment as at 31 December 2016 and 2015 are as follows:
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2016.12.31 2015.12.31

L ess than one year $386,004 $436,567
More than one year but less than five years 968,627 1,066,373
More than five years 238,667 361,128
Total $1,593,298 $1,864,068

3. Finance lease commitment —the Company as the lessee

The Company has entered into a finance lease contract on certain equipment. The
execution date of the contract was 1 November 2015 for a term of 5 years. As of 31
October 2020 of the expiration date, the Company can acquire the equipment with no
payment.

In accordance with the non-cancellable finance lease, the total amount of the minimum
lease payment as at 31 December 2016 is as follows:

More than one
Lessthanone  year but less
year than five years Total
2016.12.31 $53,764 $136,887 $190,651

4. Investment commitment for private equity fund

As of 31 December 2016, the maximum remaining capital commitment for the contracted
private equity fund of the Company was US$24,877 thousand.

5. On 16 December 2016, the Company signed the contract with CHUNG-LU Construction
Co., Ltd. for the construction of Taipei Academy, and the tentative total amount of the
contract is NT$5,680,000 thousand. As of 31 December 2016, the Company has not paid
the funds.

XV. Significant disaster damages

None.

XVI. Significant subsequent events

None.
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XVII.Other matters

1. Foreign currency financial assets and liabilities with significant influence as of 31

December 2016 and 2015 are asfollows:

2016.12.31
Exchange rate
Foreign currency (dollar) NTD
Financial assets
Monetary items
ush $23,118,704 $32.2790 $746,248,645
CNH 8,168,650 4.6226 37,760,403
CNY 2,119,092 4.6448 9,842,758
Non-monetary items
ush 206,479 32.2790 6,664,929
CNH 906,210 4.6226 4,189,046
CNY 6,743,627 4.6448 31,322,797
2015.12.31
Exchange rate
Foreign currency (dollar) NTD
Financial assets
Monetary items
usb $16,062,025 $33.0660 $531,106,909
CNH 8,293,310 5.0334 41,743,546
CNY 1,892,348 5.0021 9,635,936
Non-monetary items
ush 352,656 33.0660 11,660,923
CNH 902,907 5.0334 4,544,692
CNY 6,281,166 5.0021 31,984,323
Financial Liabilities
Payables
usbh 1,033 32.8920 33,990
CNY 29,984 5.0788 152,284
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The above information is disclosed based on the carrying amount of the foreign currencies,
which has been trandlated to the functional currency.

. Participation of unconsolidated structured entities

As of 31 December 2016 and 2015, interests in unconsolidated entities the Company holds
are as follows. The Company does not provide any financia or other support for these
structured entities. The estimated maximum exposure amount is the interests the Company

holds.

Date: 31 December 2016

Readl estate
Private Equity Real estate beneficiary
Fund investment trust certificate Total
Assets held by the Company
Available-for-sale financial assets $1,041,069 $1,481,987 $ $2,523,056
Debt instrument investments for
which no active market exists - - 53,786,588 53,786,588
The maximum exposure amount 1,041,069 1,481,987 53,786,588 56,309,644
Financia or other support provided None None None
Date: 31 December 2015
Real estate
Private Equity Real estate beneficiary
Fund investment trust certificate Total
Assets held by the Company
Available-for-sale financial assets $553,316 $1,555,087 $ $2,108,403
Debt instrument investments for - - 24,951,715 24,951,715
which no active market exists
The maximum exposure amount 553,316 1,555,087 24,951,715 27,060,118
Financia or other support provided None None None
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XVIII. Information regarding investment in Mainland China

1. The Company set up China Life Insurance Co., Ltd. (Taiwan) Beijing Representative
Office in Mainland China, which was approved by FSC on November 2004 and was
approved by the China Insurance Regulatory Commission in July 2005. The Beijing
representative office was officially established in August 2005.

2. The Company participated in the equity investment of Pacific-Antna Life Insurance
Company Ltd. in Mainland China authorized by FSC on 30 December 2010, and by the
Investment Commission of the Ministry of Economic Affairs (MOEAIC) on 28 January
2011, and by the China Insurance Regulatory Commission on 6 April 2011.

The Company remitted US$ 58,775 thousand on 24 June 2011, completed settlement on 29
June 2011 and obtained 19.9% ownership. The Company shared 100% equity of
Pacific-Antna Life Insurance Company Ltd. with China Construction Bank and other
financia investors and used the channel and customer resources of China Construction
Bank to develop bank insurance business which is to ensure the Company successfully
enters the mainland market and increases the Company’s long-term value and shareholders’
interests. Pacific-Antna Life Insurance Company Ltd. was renamed to CCB Life Insurance
Company Ltd. authorized by the China Insurance Regulatory Commission on 7 June 2011.

The Investment Commission of the Ministry of Economic Affairs (MOEAIC) authorized
the Company to increase capital of CCB Life Insurance Company Ltd. on 29 August 2011
and to remit US$11,844 thousand on 30 August 2011. The increased share capital case was
approved by China Insurance Regulatory Commission on 28 September 2011 and by
Shanghai Administration for Industry and Commerce on 13 December 2011. Moreover, the
Company remitted US$179,070 thousand to increase share capital in June 2012, and this
increased share capital case was approved by China Insurance Regulatory Commission on
27 July 2012 and by Shanghai Administration for Industry and Commerce on 5 November
2012.

CCB Life Insurance Company Ltd. made an announcement to change into a company
limited by shares from alimited company on 20 December 2016.

On 29 December 2016, the Board has resolved to participate CCB Life Insurance Co.,
Ltd.’s capital raising plan in exact proportion to its current shareholding. After the
investment is approved by regulator, the chairman of the Board is authorized to execute the
following works.
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6.5 Consolidated Financial Statements for the Year&nded December 31, 2016 and 2015, and
Independent Auditors’ Report: None.

6.6 Any financial distress experienced by the compg or its affiliated enterprises and impacts on the
company's financial status, in the most recent yeaup till the publication date of this Annual
Report: None.
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VII. Review of Financial Conditions, Financial Perbrmance, and Risk Management

7.1 Analysis of Financial Status
Unit: NT$ thousands

Year Difference
ltem 2016 2015
Amount %
Cash and cash equivalents $ 34,318,710 $ 52,426,711 $ (18,108,001) -35%
Receivables 12,886,631 11,220,392 1,666,239 15%
Other financial assets and Loans 1,181,650,901 1,041,105,883 140,545,018 13%
Reinsurance assets 285,097 340,209 (55,112) -16%
Property and equipment 8,088,226 6,988,198 1,100,028 16%
Intangible assets 158,58p 98,836 59,746 60%
Other Assets 86,323,311 90,441,424 (4,118,113) -5%

Total Assets 1,323,711,458 1,202,621,653 121,089,805 10%
Payables 8,531,169 8,055,698 475,471 6%
Other financial Liabilities 8,361,211 3,984,347 4,376,868 110%
Insurancdiabilities and Reserve for t
Insurance Contract with the Nature qf 1,150,705,564 1,033,408,776 117,296,788 11%
Financial Products
Provisions 97,753 277,491 (179,738) -65%
Other liabilities 74,943,660 74,311,473 632,187 1%

Total Liabilities 1,242,639,361 1,120,037,785 122,601,576 11%
Capital stock 34,737,60( 33,401,467 1,336,133 4%
Capital surplus 2,289,273 2,289,273 - 0%
Retained Earnings 40,925,080 34,763,780 6,161,300 18%
Other equity interest 3,120,144 12,129,348 (9,009,204) -74%

Total Stockholders' Equity 81,072,097 82,583,868 (1,511,771) -2%

Analysis of changes in financial ratios:

1.The reason why cash and cash equivalents decréagedinly because that we have been continuousiseasing oy
investment in financial assets and the net casth ins@vestment activities were high in this year.

2.Increase of intangible assets in this year was Ipnamused by establishment of relevant applicasigstems for the purposse
of improving our operation efficiency.

3. The reasons why aflnancial liabilities increased this year are mgibkecause that unrealized losses on valuation dfig
forward exchange contact of this year occurredthrdamount of financial liabilities recognized wagher than the one
last year.

4.The reasons why the liability reserve decreaselinvthis period is because that the balance indesignated labor pensi
fund is insufficient to pay for the statutory pensiorfsemployees that are eligible to retire within nexar calculate
according to theaws, we allocated the discrepant amount into sacbumt, so the liability reserve for the employeesifare
decreased.

5. Decrease of other equity interest was caused bgieébeease of unrealized gains on financial assetsailable-for-sales.
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7.2 Analysis of Financial Performance

Unit: NT$ thousands

Difference
vear 2016 2015
ltem Amount %

Operating revenue $ 237,222,260 203,925,508 $ 33,296,752 16%
Operating costs 222,488,981 189,610,062 32,878,919 17%
Operating expenses 4,056,919 3,705,735 351,184 9%
Operating income (loss) 10,676,360 10,609,711 66,649 1%
Non-operating income and expenses 56,268 70,753 (14,485) -20%
Income (loss) from continuing 10,732,628 10,680,464 52,164 0%
operations before income tax

Income tax benefit (expense) 1,264,271 1,508,562 (244,291) -16%
Net income (loss) from continuing 9,468,357 9,171,902 296,455 3%
operations

Analysis of changes in financial ratios:

1.Why operating revenue and operating costs increiaseecause of the growth of this year’s premium.

2.Why noneperating income and expenses decreased is betatigsbe payment distributed by courts for liquidiatof debt
increased and the recovery amount of bad debtswardue debts was high.

3.Decrease of income tax was caused by the decrédséeored income tax liabilities.
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7.3 Analysis of Cash Flow
7.3.1 Remedy for Cash Deficit and Liquidity Analyss

Year .
2016 2015 Variance (%)
Iltem
Cash Flow Ratio (%) 711.41% 604.06% 17.77%
Cash Flow Adequacy Ratio (%) 5470.91% 5093.16% 2%.4
Cash Re-investment Ratio (%) 10.49% 6.23% 68.39%

year.

Analysis of financial ratio change:
The increase of Cash re-investment ratis due mainly to the increase of cash flows geeeéritom operating activities th

7.3.2 Cash Flow Analysis for the Coming Year

Unit: NT$ thousands

Estimated Cash anc
Cash Equivalents,
Beginning of Year

1)

1 Estimated Net Cash
Flow from Operating
Activities

()

Estimated Cash
Outflow (Inflow)

®3)

Cash Surplus (Defici
(D+()-(3)

Leverage of Cash Surplus (Defi

0

Investment Plang-inancing Plan

7]

34,318,710

259,881,957

248,233,755

45,966,907

7.4 Major Capital Expenditure Items

7.4.1 Major Capital Expenditure Items and Source oCapital

Unit: NT$ thousands

'?;?;lﬂe(g Plg(r:];u;oll %ra Actual or Expected Capital Expenditure
Project Source of of Total Capita

Capital | Completion 2016 2017 2018 2019 2020
Real property investment
Superficies to be created on
13 plots of state-owned lanth, .\ qngs| JANUAMY. | 59 766 5371 154429 920,325 1,915,785 3,410,350 922,51¢
at Taipei Academy and 2020
Chung Lun Dormitory.

7.4.2 Expected BenefitsPlanning for use by ourselves after completionarfstruction.

7.5 Investment Policy in the Last Year, Main Causefor Profits or Losses, Improvement Plans and
Investment Plans for the Coming Year

1.0ur equity investment policies are in compliancéhwnsurance Act, under which the investment
targets are the listed companies having develomhabtlity and businesses that are in line with the
provisions of Regulations Governing Use of Inswwdunds in Special Projects, Public Utilities and
Social Welfare Enterprises.

2.0ur investment plans and reinvestment policiesHernext year will still adopt tactics to be steady
sound and conservative, which will not only be cbetpwith applicable laws and regulations but
also continuously improve the quality and risk cohbf our equity investment entities so as to
facilitate our management on assets and liabilities

3.We have no subsidiaries, and the return on geeeraty investment for recent fiscal years is oueral
developing steadily. We continuously evaluate tleéurn on general equity investment and
strengthen our communication with the managemem tdereof to advise at the right time.

228



7.6 Analysis of Risk Management

7.6.1 Effects of Changes in Interest Rates, Foreigixchange Rates and Inflation on Corporate
Finance, and Future Response Measures

1. Influence on the Company’s losses and gains due ftuctuation of interest rates and future
responsive measures:

Since economy is recovering, demand is turningng and inflation is rising accordingly in the
United States, the Federal Reserve would still larefs path to raise interest rates. As to EURG@ez0
the employment is getting better while annual cleamg CPI is hiking. However, due to high
uncertainty in politics, European Central Bank dtatill continue to carry out quantity easing pas.
Since Japanese economy is continually warming upmaterial prices are still low, Japanese Central
Bank maintains its interest rate of -0.1% unchan@eimestic economy is benefiting from warming up
of global trade. Both export and import have dekdeglorious achievements. However, since inflation
is gentle and the Central Bank forecasted that @nclianges of CPI of 2017 would be only 1.25%,
possibility to raise interest rates is low. Risofgnarket interest rates in the United States rglocive
to the improvement of return rate on future investts. We will keep watching on national and
international financial situations and change dérest rates, regularly monitor relevant valueisk r
and continually well manage asset and liabilityadian matching.

2. Influence on the losses and gains of the Company euo exchange rate change and future
responsive measures:
As to foreign exchange risks, we mainly adopeatihedging and most has been hedged, meanwhile,
we flexibly adjust the hedging ratio based on miasdiation. In addition, since we established a
reserve for fluctuation of foreign exchange rate, wave accumulated huge amount of reserve, which
may mitigate the influence on our losses and gairgsto exchange rate fluctuation.

3. Influence of inflation on the losses and gains ohe Company and future responsive measures:

In 2016, with impact by the rising of internatad oil price, CPI grew by 1.40% in average within
the whole year. If excluding vegetable and enetigg,core CPI grew by 0.84% in average within the
whole year, which shows that domestic inflatiorslight at present. Compared with annual changes of
CPI of Korea, USA and Mainland China, it rose b§%.in Korea, by 1.2% in the USA, by 2.0% in
Mainland China, and the one of Taiwan was in thdda level. As so far domestic inflation has no
significant influence on the losses and gains efGompany.

7.6.2 Policies, Main Causes of Gain or Loss and kut Response Measures with Respect to
High-risk, High-leveraged Investments, Lending or EBdorsement Guarantees, and Derivatives
Transactions

Our derivatives transaction is limited only fbe purpose of hedging, which losses and gainsenedg
against the ones of the hedged subject, and weedsidarly evaluate the losses and gains of deviest
and review the procedures relevant thereto.

When lending funds to other persons, in orderetiectively control risks and aim at debtor's
requirements, we focus on the customer groupsaiteabdf good credit record and have stable income fo
repayment and whose liabilities are simple. Morepwe manage loan-to-value ratio as to the cobéder
provided by them according to the prosperity of estate and market changes and avoid insuringngeco
hand collaterals with bad merchantability or thfigespecial use.
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7.6.3 Future Research & Development Projects and @esponding Budget
1. Recent plans for product research and development

(1)In response to market change and trends, we sabtgifaunch diversified products with balance
between long-term insurance risks and approprissetaallocation, including protection insurance,
saving type insurance, interest-sensitive insuraaice strengthen our insurance for medical, special
disease and injury, disability and long-term cawge,which regular premium solution is mainly
applied. In addition, we provide most suitable gagnas a financial advisor to our clients through
diverse distribution channels. We also continuouskpand regular premium investment-linked
products to meet the demand of clients with diffiéresk attribute.

(2)For the clients that are conservative in finance,take into our first consideration of the prudent
protection of capital, under which we launch trmgi&l multi-currency insurance policy
denominated with foreign currency, traditional paiton and saving type insurance policies to meet
national needs for protection and savings.

(3)We continuously research and develop protectioterest-sensitive and saving type insurance
products, with which coverage for our clients’ need all life stages can be provided and protection
is all-round, and which contributes to increaseational life insurance amount.

(4)To meet our clients’ demands for medical care aymidant protection, we provide not only lifetime
medical insurance with against-all-risks concept$ &lso a number of riders including medical
operation insurance, hospital medical care ins@anmgury insurance, accident injury insurance,
specific injury and illness insurance, cancer iasge, disablement assistance insurance, long-term
care insurance and term life insurance to our tdiéor their combination with flexibility so as to
supplement medical insufficiency and to build wgoad and all-around medical care platform.

(5)Taking into our consideration clients’ demands athbinsurance protection and assets allocation, we
have operated offshore insurance business (OlUthdrfuture, we, in view of market trends, will
promote OIU products and considerate service thegtrthe demand of people living abroad. In
order to reach diverse clients over the world aratcn with the characteristics of foreigners’
activities, we apply our omni-directionala and sxional team and our accumulative experiences in
international cooperation to expand our offshormurance business and improve the international
brand recognition and our market competitiveness.

(6)We provide micro accident insurance to be appliggdrsonal, collective individuals and group for
socially disadvantaged and people with specifitustin order to provide basic coverage for them
and well implement our social liability.

2. Uncompleted product development plans
Looking forward to the future, along with thetexsion of nationals’ average lifetime, declining
birth rate and acceleration of aging society, madiosurance, annuity insurance, long-term care
insurance, retirement planning and saving type yctsdwill become important business opportunities,
adding with liberalization and cooperation in im&tional financial platform, as a result of all ttlaae
mentioned above multi-assets allocation has be@imend. We will adhere to the following principles
to develop our products:

(1)Adhering to the philosophy of steady operation aatively driving sales of regular premium
insurance products to increase the Company’s enaoedalue.

(2)Continuing to promote regular premium investmenkdid life insurances (including medical and
accident coverage), meanwhile, strengthening owesiment-linked product platform and offering
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more diverse asset allocation to meet product ddmahclients with different attribute.

(3)Matching with nationals’ characteristics, continalyuoffering protection products and saving type
products to actively satisfy the clients’ needsgmtection and savings.

(4)Developing interest-sensitive products in line wittarket demand by virtue of strict assets and
liabilities management and risk control.

(5)Continuing our business operation in the marketetifement planning, medical care, major disease,
specific injuries and illness, disablement assistaiong-term care, and focusing on development of
all-around health and medical insurance products.

(6)Continuously driving sales of group insurance aaldssin profession domain market to meet diverse
demands for cares for policyholders.

(7)In line with the coming of Fintech era, activelysearching and developing insurance products with

spillover policy to enable combination among spohisalth management and insurance so as that

both policyholders and the ins

urance company cdarebefited.

(8)Offering micro insurance or micro-whole-life insoca for socially disadvantaged group to well
implement our corporate social responsibility.

(9)Discussing and formulating products that can betteet clients’ demand in line with competent
authority’s promulgation of relevant laws and regians.

Estimated costs invested in research and developnien

As our R & D costs are the costs invested indumnesources and soft and hard ware’s equipment, it
is estimated that R& D costs invested in 2017 ballapproximately 49,989 thousands.

7.6.4 Effects of and Response to Changes in Polgi@nd Regulations Relating to Corporate Finance

and Sales

Regulations

Influence/Responsive Measures

Amendments to partial provisions of
Guidelines for Insurance Companies in
Handling Electronic Commerce, promulgat
on 31 March 2016 per Order No. Financial;
Supervisory-Insurance-Corporate-1050256
1 of the Financial Supervisory Commission

Major points of this promulgation include expansafrthe status scope of the
insured and addition of designated beneficiaryaisecof death of the insured,
eikpanding and increasing the type of insurancepgddsurance service items
and decontrolling the status limitation for insurarservices, and, in order to
{8dlitate internet insurance services for grouguirance, setting forth that the
insurance company shall provide in writing to tipplacant relevant matters to

and to the items (insurance related) that webe informed and operational methods of identityfioation. Moreover, in orde

announced to be excluded from the applicg
of Electronic Signature Act on the same da
promulgated on 31 March 2016 per Order

Financial-Supervisory-Insurance-Corporats
10502561091 of the Financial Supervisory
Commission.

for the policyholders to purchase insurance orilinease that the applicant an
ynsured of the policy are not same, consent magxbeessed with electronic
Ntmcuments when purchasing insurance online insigagritten consent” which
shall be expressed by the insured pursuant tolAri@5 of the Insurance Act.
Therefore, the items that were announced to baid&dl from application of
Electronic Signature Act are amended.

Contra posing the amendments mention above, indalepartments of this
Company have discussed and proposed responsiveliresas

jon

“Regulations Governing Foreign Investmen&Ektend the scope of insurers’ use of funds andtlaelghrovision that insurers

by Insurance Companies was amended by

thay invest in the bonds that are issued or guagdritg foreign local

Financial Supervisory Commission per Ordgovernments and the transferable certificates pbsiéin foreign currencies

No. Financial-Supervisory-Securities-
Corporate- 10502501661 on March 31, 201

issued by national banks, branches of the banks Mainland area and foreig
lGountries (including international financial brarshto enhance the efficiency
the use of funds. In addition, supervision regalagifor second-lien bonds ha
been intensified.

=

e
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Regulations

Influence/Responsive Measures

As for all revisions above, the Company has adaiiily established controlling
mechanism to facilitate compliance. The amendn@thié¢ Regulations is
conducive to the expansion of channels for instivees of funds and intensifie
supervision on insurers’ use of funds. In genétminfluence on our finance is
positive.

o7

Amendments to Article 35 and 36 of the
“Operating Rules for Handling Credit
Investigation, Approval, Secondary Review|
Insurance Company” When Extending Loa
promulgated on 12 April,, 2016 per Order N
Financial-Supervisory-Securities-Corporatsg
10500914960 of the Financial Supervisory
Commission, for implementation from 12
April, 2016.

Key points of these amendments:

1.1f there is any factor to reduce prices when pgdor the loan interest, the
reasons for such price reduction and adjustmegerand rules for

ns,authorization to approve shall be stated.

B. Stipulation related to overseas loans.

3. Addition of risk assumptiofimits for industry, conglomerates and countrig|
regions.

Contra posing the above mentioned amendments, werkaponsively amend
our credit investigation rules according to sucleadments, which have not
influenced us as until the report date no new tdidlave been contracted.

The amendment to “Self-discipline

To strengthen legal compliance function, rights ahligations of legal

Regulations Governing Foreign Investmentigbmpliance department and risk control on loarfsii@ign currencies are newly

by Insurance Companies has been approvdadded, standards for selection of storage agesgslations for contracts and

the Financial Supervisory Commission per |regulations governing investment outcome and ti@isacontracts are

letter No. Financial-Supervisory-Securities{amended.

Corporate-10500910890 on April 12, 2016,
As for all revisions above, the Company has ade&/ant regulations to
internal rules to facilitate compliance. These s@ris are advantage to improye
supervision on the insurers’ use of funds, and tihéiuence on this Company’s
finance is positive.

The Explanation to Article 2 of the The hedging with a basket of currencies taken byrgrs shall be included in

“Regulations Governing Derivatives their operational procedures for derivatives tratisa, and official written

Transactions Conducted by Insurance documents and records for the models and methadisbehkept.

Companies” has been adopted by the Fina

Supervisory Commission per Order No.  |As for all revisions above, the Company has addsl/ant regulations to

Financial-Supervisory-Securities-Corporatginternal rules to facilitate compliance. The mattergulated by this Order are

10502502071 on July 1, 2016. conducive to enhance the internal control and nisieagement of derivatives
transactions conducted by the insurers.

“Terrorism Financing Prevention Act” In order to prevent and stop financing for ternarjigerrorist organization and

promulgated per Presidential Order No. [terrorists and protect national safety and humgimtsi and to strengthen

Hua-Zong-Yi-Zi-10500080971 dated 27 Julynternational cooperation on preventing financiagtérrorism, it is stipulated

2016. that the Executive Yuan is the competent authdoitgiscuss policies for
prevention of financing for terrorism, law reviggéanning and examination ar{d

execution supervision. It is also stipulated that tnanager authority Ministry ¢f
Justice may stipulate the sanction list by itselby determination of the Review
Committee based on the Investigation Bureau’s ssiom or its own authority|
The concerned assets of any individual, juridi@bkpn or group in such
sanction list in any financial institutions sha#l beized, and no one may take
action that is enough to change the quantity, tualalue and location of othe
properties or property intests of the individuals, juridical persons or gretha
are to be sanctioned. In addition, no one may cbdie provide properties or
property interests to such individuals, juridicafgons or groups that are to b
sanctioned in order to prevent them from takingaadage of these properties
and property interests. Moreover, the obligatiorefoort by the institutions
provided in Paragraph 1 and 2 of Article 5 of therdy Laundering Preventioh
Act is set forth, and it is stipulated that confitlality obligations are exempte(
in case of any report conducted because of thearewvess during operation.

Contra posing the above-mentioned contents, coadetapartments of this
Company have discussed and proposed responsiveimesas
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Regulations

Influence/Responsive Measures

“Self-discipline Regulations Governing
Foreign Investments by Insurance Compar
by the Financial Supervisory Commission [
letter No.
Financial-Supervisory-Securities-Corporatsg
-10502095020 on September 7, 2016.

When making investment in second lien corporatalban financial bonds, the
minimum grade of credit rating for the investmansuch bonds, risk limits for
eontrolling thereof based on the credit rating tssand limits on the proportiop
of such investment in entire foreign bonds shaltdggulated.

As for all revisions above, the Company has ade&ant regulations to
internal rules to facilitate compliance. These s@ris are advantage to impro
supervision on the insurers’ use of funds, and théuence on this Company’s
finance is positive.

e

The amendment to “Self-discipline
Regulations Governing Foreign Investment
by Insurance Companies” has been approv
by the Financial Supervisory Commission [
letter No.
Financial-Supervisory-Securities-Corporats
10500111330 on November 28, 2016.

(DIt is added with the ethical principles for theurers’ staff in charge of

s domestic equity investment, under which it is pded that, taking into

edconsideration that the insurers’ staff in charfjdamestic equity investme

er shall adhere to the principles of faith and etlaind to avoid conflict of
interests between personal investment and theigehe serves for,

- insurance companies shall establish prevention arésim against conflict g
interests of such internal staff in charge of egintestment, and their
internal audit sector shall exam the complianceeldvant staff at least once
per year and include the results thereof in therivetl audit report.

(2)It is added that four major workflows, namely arsédy decision, execution
and review on the investment in securities shalhbrided in the investmer
management procedure.

—h

—

In response to above-mentioned revisions, we hdsledarelevant regulations fo
our internal rules for compliance, and have amermednternal controlling
procedure according to the regulations to requtevant staff in charge of
equity investment to report their investment action a monthly basis and
submit the reported content to principal officecharge of equity investment {
review. The compliance status has been set ouwtyapdint for our annual audif.
This amendment is conducive to the improvementipésvision on the insurer

use of funds, and their influence on this Compafigance is positive.

Amendments to partial provisions of “Labof
Standards Act”, promulgated per President
Order No. Hua-Zong-Yi-Zi-10500157731
dated 21 December, 2016. Except that the
implementation date of Paragraph 2 of Arti
34 is to be determined by Execution Yuan §
Paragraph 1 of Article 37 and Article 38 arg
for implementation from 1 January, 2017,
remainders shall come into force from 23
December, 2016.

As key points of these amendments at this tirmis,ribt only additionally
plovided that the employer shall provide the detailcalculation methods of g
wage items when paying wage and the employer phetlare worker payroll ir
which the details of calculation methods of all waigms shall be specified,
rénd, in case of shift system, at minimum 11 conestours shall be providedl
\asl rest time for the workers when changing sHifis.also provided that in cage
any worker files complaint when finding out tha¢ thusiness entity violates
Labor Standards Act and other labor laws and réigaisthe employer shall ng
cause him demoted, transferred position, pay cptejudice his rights and
interests granted by the laws, contracts or prastiMoreover, the standards g
additional payment for overtime work during leasydstandards for leave on
each statutory leave day and standards for workeesial leave are amended
and it is added that the employer shall pay wodkertime wages for the
remainders of his leave days during which the egygrlocauses the worker to
work in case any remaining leave days cannot be bige¢he worker due to the
ending of the year or termination of labor contract

—

Contra posing the amendments mention above, indalepartments of this
Company have discussed and proposed responsiveimesas

Amendments to “Money Laundering
Prevention Act”, promulgated per Presiden
Order No. Hua-Zong-Yi-Zi-10500161531
dated 28 December, 2016.

As key points of these amendments at this timepnbt the features of money
llalindering actions, threshold of serious crimesdafihition of earnings
obtained from commission of serious crimes are aleénbut also the scope d
serious crimes are expanded. In addition, it isratad to the obligations that t
financial institutions shall adopt guidelines faepenting money laundering.
Meanwhile, the legal grounds for review on clieoysthe financial institutions
and punishments for any violation of such obligatite legal grounds for
storage of transactions records that the finamesitutions are obliged to have
and punishments for any violation of such obligatmnd the financial

=2
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Regulations

Influence/Responsive Measures

institutions’ obligations to report big amount tsactions and the exemptions
confidentiality obligation are added, and the atitiign charge of determinatio|
and punishment is designated for the violatiorhefabligations mentioned
above. The concerned amendments will come inteform 28 June, 2017.

Contra posing the amendments mention above, indatepartments of this
Company have discussed and proposed responsivelesas

=)

The Explanation to Article 13 of the
“Regulations Governing Derivatives
Transactions Conducted by Insurance
Companies” has beadopted by the Financ
Supervisory Commission per Order No.
Financial-Supervisory-Securities-Corporats
-105009607810on December 29, 2016.

It is additionally provided that the procedures argditute for the managemen
of collaterals shall be regulated when entering DSA accessory contract of
ISDA contract with counterparty.

As for all revisions above, the Company has adetant regulations to
internal rules to facilitate compliance. This Ordegulates the operation of
collaterals for derivatives transaction, which ragjon is conducive to the
improvement of internal control and risk management

Amendments to “Directions Governing
Anti-Money Laundering and Countering
Terrorism Financing of Insurance Sector”,
promulgated on 2 February, 2017 per Orde
No.
Financial-Supervisory-Insurance-Corporatsg
10602560561 of the Financial Supervisory

The key points of these amendments at this timeaaperfect the measures
confirmation of clients’ identity, to take into csideration both tH
implementation of insurance business and the dfnengg of continuoy
Isupervisions on transactions, to enhance insuremwganies’ ability to find o
suspected transaction, to ap@B prevention lines for internal control to
implementation of AML/CFT, and that the board ofredtors and seni
managers shall learn relevant risks and the ojperafi AML/CFT plans to buil

Commission, among which the Chinese naju the cultures to pay attention to AML/CFT.
of this direction is shorted.
Contra posing the amendments mention above, indalepartments of this
Company have discussed and proposed responsiveimesas

7.6.5 Effects of and Response to Changes in Techogy and the Industry Relating to Corporate
Finance and Sales

To be in line with financial technology trends, wal continue to strengthen relevant systemic
platform and optimize the function of online serji@and support our salesmen with digitalized and
mobilized APPs so as to take good use of techndio@ystantly grasp the market change and clients’
demand to provide the public with all-around insiwe protection and asset planning.

7.6.6 The Impact of Changes in Corporate Image on d&porate Risk Management, and the
Company’s Response Measures

We always adhere to the principles of integrity asttlics and strict risk management as our
philosophy and comply with the laws, ordinances asgllations as well as the requirements of
competent authorities. We commit ourselves to ‘teremaximum benefits and value for our
policyholders, shareholders, employees and theesgtiand enhance our overall competitiveness
and chase for corporate sustainable development.b&havior that violates the corporate ethical
governance principles or corporate core value isatiowed.

On the aspect of crisis management, we track theemusituation of discussion on our corporate
reputation in the market by virtue of monitoringinsiream media and internet forum, and establish
sound responsive mechanism to actively clarify esgpond to the matters that could damage the
corporate reputation at the earliest time to minérthe uncertain factors the Company probably
faces and the impact arising therefrom so as tataai the Company’s normal cooperation and
adequately protect the whole rights and interefspolicyholders, employees and shareholders.

From the most recent year up till the publicatiatedof this Annual Report, there has been no
influence on corporate crisis management causelebghange of the Company’s image.
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7.6.7 Expected Benefits from, Risks Relating to an&esponse to Merger and Acquisition Plans:
None.

7.6.8 Expected Benefits from, Risks Relating to an@Response to Factory Expansion Plans: Not
Applicable.

7.6.9 Risks Relating to and Response to ExcessiveorCentration of Purchasing Sources and
Excessive Customer Concentration: Not Applicable.

7.6.10 Effects of, Risks Relating to and Response tLarge Share Transfers or Changes in
Shareholdings by Directors, Supervisors, or Sharehders with Shareholdings of over 10%:
None.

7.6.11 Effects of, Risks Relating to and Responsethe Changes in Management Rights: None.
7.6.12 Litigation or Non-litigation Matters: None.

7.6.13 Organization Structure for Risk ManagementPolicies and Strategy

1.0rganization structure for risk management:

As the business environment is getting more mode complicated, in order to improve operation
efficiency, protect the safety of our assets, take consideration the rights and interests of both
policyholders and employees, increase shareholéensty value and to comply with applicable laws
and regulations, we set levels of risk control aogervision units, including Committees such ak Ris
Management Committee, Assets and Liabilities Rigkakgement Team, Risk Management Department,
Audit Department, Compliance Department, Legal Depent. And we also set the head of compliance,
head of risk control and risk control staff to qohtmarket risks, credit risks, insurance riskguidity
risks and operation risks.

2.Risk management policies:

To improve business performance, protect pobijdrs’ rights and interests and our solvency,
adhere to principles to combine operation and nskhagement so as to qualify and quantify risk
management to set out the grounds for our operadiomiegy, we in accordance with the Risk
Management Best Practices Principles for InsuraDoepanies, other regulations promulgated by
competent authorities and our business developsiestegies, set up our risk management policies as
our governing principles with best priority for tisole risk management.

3.Management and responsive tactics for various risks

(1)Market risks:

We have set up related market risk managemechaméesms which are used to distinguish the risk
factors and natures of various products, set uptgative model for value-at-risk and limits thefeo
implement routine supervision and handling when oltlimits. We also regularly submit risk
management statement to each of managements, Risagdment Committee and Board of Directors
to actively control market risks.

(2)Credit risks:

We regularly evaluate the credit status of cerpdrties, marketable securities, conduct ratirdy an
classification on basis of their financial and @temal performance and advise internal rankings
based on collective rating scores on all indicatdrs addition, procedures for various limits
monitoring for credit risk management, exceptioma@nagement procedures, application procedures,
stratification of authorization and credit risk &wation and report procedures have been adopted.
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(3)Insurance risks:

We implement all operating procedures for aluirance products and actuarial assumption of
reserves appropriation in accordance with relatpdraiing regulations and conduct sensitiveness
analysis and situational analysis in accordancé wexternal economic and market environment to
dynamically monitor the risks with which we areddc

(4)Liquidity risks:

We regularly compile management report to eserfizture cash flow and control liquidity risks in
advance in line with resale of maturity funds agustment of investment portfolio. To ensure the
entire liquidity of this Company, we maintain disgied allocation in different dimensions such as
asset type, region and currency when making invastnMoreover, we make urgent financing plans
in order that we can still have normal operatiod pay for urgent and significant financing demand
even when we are in the position with bad liquidity

(5)Operation risks:

All sales units have adopted operating procedumed guidelines, implemented the same to
prevent operation risks and regularly conduct mdkrself-examination and check on status of
compliance with related laws and regulations sotasstrengthen our control and ensure the
effectiveness of our control mechanisms. Our calfar operational risk management is to distinguish
daily operational risks in qualified and quantifiedanners and set the whole operation risk
management tactics by virtue of self-assessmentsénof implementation and control thereon and
key risk indicators Each sales unit regularly carickelf-assessment on risk of implementation and
control thereon to effectively distinguish, evakianonitor and control potential risks with whicle w
might be faced, and then regularly observe thedsai all risks in various sales business to monito
the change of operation risk through key risk iathes, which is set as early precaution indicator.

In response to the operation risks caused byéwe types of business developed with financial
high technology, each sales unit, before operatiegy types of business, has conducted risk
assessment on the operating procedures developedviobusiness and set out risk control measures
accordingly, and relevant operation risks have bien included in those that are regularly condlicte
self-assessment on risk and control to achievemiskagement effect.

(6)Policy underwriting risks:
We have adopted policy underwriting risk progedy exceptional management, application,
stratification of authorization and report procesturand built consolidate information searching
system.

(7)Legal risks:
Our compliance department and legal departmemtigee prior consultation and regular review
and examination to minimize legal risks.

7.6.14 Other Major Risks: None.
7.7 Other Major Events: None.
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VIII. Special Disclosure
8.1 Summary of Affiliated Companies: None.
8.2 Private Placement Securities in the Most Receitears: None.

8.3 Shares in the Company Held or Disposed of by Bsidiaries in the Most Recent Years: None.
8.4 Other important supplementary information: None

IX. Events occurred in the most recent year up tilithe publication date of this Annual Report, which

significantly affect shareholders' equity or priceof shares pursuant to Paragraph 2.3 of Article 36fo
the Securities and Exchange Act: None.
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Implementation status of internal control system
1. Letter of Declaration on Internal Control system

China Life Insurance Co., Ltd.
Management’'s Statement on Internal Control System

We have conducted the self-assessment of the aiteomtrols for the period from January 1, 2016 to

December 31, 2016, and hereby declare that:

We fully understand thahe Board of Directors antthe management of China Life Insurance Co., l4d. i
responsible for establishing, implementing and ma@&mmng adequate internal controls, and we have
established such system. The internal control systea process designed to reasonably ensurethbat t
objectives of the Company’s operations, financigparting and legal compliance are achieved. The
objective of the operations is effectiveness affidiefcy, including profits, performance and safagling
asset security. The objective of financial repartia reliability, timeliness, transparency and dagury
compliance of the reporting. The objective of legaimpliance is compliance with applicable laws,
regulations and bylaws. Regulatory compliance syste a process designed to achieve the objective of
legal compliance of internal control system; finahececords and statements are prepared in acamedan
with the Insurance Act and relevant laws and rdguria, with consistent standards and as a resutef
internal control system over financial statements.

. Due to its inherent limitations, an effective imtak control system may only provide reasonablerasse

regarding the achievement of the three objectives/e; also, the effectiveness of internal contyitam
may vary because of changes in the environmentcandition. We have established the self-monitoring
mechanism over internal control system and onceefact is detected, we will take corrective action
immediately.

We have established an internal audit system paotdaaRegulations Governing Implementation of Insdr
Control and Auditing System of Insurance Entergrissued by the Financial Supervisory Commission.
Self-inspection shall be conducted on the finabasjness and Information units at least once eyeay by

a person other than the original handling staffjgaeed by the head of the unit. The internal audit shall
review the self-inspection reports of each unigiether with internal audit reports on the deficieacand
irregularities in internal controls found and impement actions taken, to evaluate the overall eéfecess

of the internal control system.

.We have conducted self-inspection and internal tataliexamine the effectiveness of the design and

implementation of internal control system.

Based on that examination, we concluded that aernal control system (including operations, finahc
reporting and legal compliance) were effective tovjgle reasonable assurance regarding the facthbat
board of directors and the management understandiegree to which the objectives of the operations,
financial reporting and legal compliance have baemeved; we also concluded that financial recats
statements were prepared in accordance with the&dnse Act and relevant laws and regulations, with
consistent standards and were deemed accurate.
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VI. This statement forms an integral part of the Corgjgsaannual report and prospectus. Any illegal
misrepresentation or non-disclosure in the publatesnent above is subject to the legal consequences
described in Articles 20, 32, 171, and 174 of teeusities and Exchange Act or the Insurance Actahdr
relevant laws and regulations.

VII. The Statement was approved at the meeting of taedbaf directors on February 23, 2017.

To

Financial Supervisory Commission

Declarers

Chairman & CEO: Alan Wang Signature
President: Yu-Ling Kuo Signature
Chief Auditor: Judith Lin Signature

Chief Compliance Officer: Tony T.M. Hsu Signature

February 23, 2017
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2. Audit Report by the accountant engaged in aafdiiternal control system:

Auditor's report on management's assessment ahaiteontrols

China Life Insurance Co., Ltd.

We have audited management's assessment, as of28afy 2017, included in the accompanying
internal control (including the legal compliancestgym, internal control over overseas investments an
statements to be filed with the competent authantgccordance with its internal controls over fioial
statements) that China Life Insurance CO., Ltdrgimafter referred to as “the Company”) has mairgdi
effective design and implementation of internaltcals. The Company's management is responsible for
establishing and maintaining effective internal tcols. Our responsibility is to express an opinam
management's assessment based on our audit.

We conducted our audit in accordance with the Mipisf Finance Order No. 0920704313, published
on 5 May 2003 and Order No. 0930014734 publishe@8@®March 2004. Our audit included obtaining an
understanding of the internal controls, evaluatingnagement's assessment, testing and evaluating the
design and operating effectiveness of internal rotsitand performing such other procedures as we
considered necessary under the circumstances. Mggdthat our audit provides a reasonable basisdo
opinions.

Because of the inherent limitations, the interraitools of China Life Insurance Co., Ltd. may net b
able to detect all existing misstatements or frauklso, as environment changes, the compliance of
internal control may decrease as well, therefdre,effective internal control in the period may notan
the same effectiveness for future periods.

In our opinion, management's assessment that Qhieansurance Co., Ltd. maintained effective
internal controls (including accuracy of statemetotde filed to the competent authority in accoman
with its internal control over financial statemgnénd information security (prevention of unauthed
acquisition, use and disposal of information), &rly stated, in all material respects, based am th
constituent elements cited from the “Regulationsvésning Implementation of Internal Control and
Auditing System of Insurance Enterprises” and tRedulations Governing Establishment of Internal
Control Systems by Public Companies”. The desigd mmplementation of legal compliance systems
(pursuant to the Ministry of Finance Order No. 03B4734) complied with the relevant laws and
regulations.

Ernst & Young
Certified Public Accountant:
Certified Public Accountant:

February 24, 2017
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